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Our Mission Tobe the leader in the manufacture and sale of packaging products, value-added fine aan « 
and tissue papers made primarily from recycled fibre. : 
As the leading Canadian manufacturer of packaging products, second largest tissue paper producer in Cabada a 4 

fifth largest in North America, and Canadian leader in the manufacture and sale of fine papers, Cascades employs more | 
than 14,000 people in some 160 operating units in Canada, the United States, Mexico, France, England, Germany and Sweden. ‘ 
The Company also has a sales force that spans the globe, making Cascades’ products available in nearly every corner of E 
the world. Extensive recycling experience, leading-edge de-inking technology and sustained research and development 


are all distinctive strengths that enable Cascades to offer its customers innovative products with superior added value. 
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i and de- ining fadllities. Since 
the area of collecting and i: used 


ucts provides tangible « evi 
Cascades is serious about the envir onment. So whe 


Two anda half 
‘million tons 
of recycled 
fibre equals 

30 million trees. 


While our competitors are dependent on increasingly scarce and costly forest products, 
our status as a recovery and recycling pioneer and leader in Canada gives us an undeniable 
competitive advantage and makes us less vulnerable to the business cycles typical of our 


industry. Each year, we can give new life to 2.5 million tons of printed paper and cardboard. 
And our forests are the better for it. 
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We are 


By privatizing Paperboard Industries International Inc., Rolland Inc. and Perkins Papers Ltd. 
in December 2000, we streamlined the Company's corporate structure and passed along 
one and the same vision to all our wholly-owned subsidiaries: the Cascades vision. This year, 
we will go even further: now all our subsidiaries and their units will display the Cascades 


logo. This will consolidate our corporate identity and present to the world a strong, clear, 
and unified image. 
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Benoit Bruneau 
Controller in training 


Oragh i (Lal 


Our strengt 
a steadfast, 
committed 

team. 


With a decentralized management practice, Cascades puts great stock in employee a 


accountability and encourages all personnel to participate in improving the efficiency 
and productivity of their respective operating units. Thismanagement philosophy, dis- 
tinctive to Cascades, is put into practice daily in all our business sectors. This approach 


encourages employees to go the extra mile, fosters team spirit and creates a strong pool 
of future leaders. 
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André Belzile, Jacques Mallette, Robert F. Hall, Mare-André Dépin, 
Suzanne Blanchet, Martin P. Pelletier and Mario Plourde 


At the plant of Norampac Inc., Montréal Division 


mes first. The Company's growth and future success 
n, product quality and outstanding service are our 


ee 2006 and maintain our leadership position 
plan to increase sales by 15% per year on average. With this 
continue to seek acquisitions or partnership opportunities 
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ur obje reflect our ambitions, and we are determined to achieve them. Cascades’ 

ual co ounded growth rate during the last ten years for net sales and earnings 

re interest, taxes, depreciation and amortization (EBITDA) is more than 14%. As for 

atio of net sales to total capitalization, it is also well above industry average. We are 

first North American pulp and paper companies in terms of shareholders’ 
turn with a yield of 14% in 2001, | 
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Laurent Lemaire 


President and Chie 


“ 


in $3 billion, Cascades’ financial performance for fiscal 2001 has reached new heights. 
d December 31, 2001, we posted per-share net earnings of $1.47, compared to $1.12 per 

, with a return on shareholders’ equity of 14%. 

proud of this performance, coming as it did during an economic slowdown; 

the work done to increase our vee productivity and reduce production costs. 


ially the same curve as the cost of our raw materials. This characteristic 
. ee all economic oe 


Nowards ie added padace. Thanks to our specialization in recovery 
que ang igen ee which allows us to Dang diversified, innovative 


Corporate Structure 


Public 
i 50.2 million 
E Common Shares 


81 million 
Common Shares 
Outstanding 


Lemaire family 
30.8 million 
Common Shares 
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Message to Shareholders 


But there is another factor—one that we believe is even more important— 

that accounts for the outstanding success of Cascades: the human factor. Of 

course most companies will say, with good reason, that they value their billion dollars 
employees. But few of them devote close to 2.5% of their payroll to training 
and development. And how many can contend that their employees demon- 
strate the kind of motivation and energy that enables them to consistently in 2001 
exceed expectations and go that extra mile? 


in net sales 


The Cascades Spirit This is the atmosphere that exists at Cascades. You might call it entrepreneurial spirit, 
since that is an apt description of the energy and enthusiasm that characterizes people who have the courage 
to take on something new, something original, and who have a strong desire to succeed. People who enjoy 
- what they do, who seek responsibility and who can quickly adapt to a constantly changing reality. 

This spirit reigns throughout the Cascades organization—in the Research and Development Centre, for 
instance: a centre that is one of the most highly productive and innovative in the Canadian paper industry. 
By developing processes that are original and unique, the Research Centre helps to create new products for all 
our operating units, and often enables them to anticipate their customers’ needs. The Centre stimulates enthu- 
siasm and the desire to exceed expectations in the other sectors of the Company, and it is just one example among 
many that embody what we call the Cascades “spirit” or the Cascades “philosophy”. 

We invest in our employees because we know that they are essential to the Company’s success and we 
want to give all of them the opportunity to develop their talents and fulfill their potential. We believe that 
upgrading the knowledge and calibre of all the men and women who together form Cascades leads to greater 
motivation and, consequently, better overall performance. 

We share our concerns with our personnel, but we also share our successes with them. By earning solid 
credibility among our employees, we also earn their support of measures that become necessary in tough eco- 
nomic times, we fuel their pride in times of success and we develop solid and committed human resources 
for the future. This kind of credibility can only be earned over time; it can only be maintained through complete 
honesty at all times. 

Our management philosophy has evolved over the past 37 years, but it has always rested on the same 
solid foundation. This philosophy enables us to do more with less and to achieve ambitious objectives that 
would otherwise be unrealistic. 


iy, 


oa Alain Lemaire 
_ Executive Vice-President 


Objectives for 2002 


for 2001 give ample proof of the effectiveness of our growth strategy, a strategy of expansion prima- 
acquisitions in the major industry sectors where we are active. With this in mind, we will continue 
otential acquisitions and mutually beneficial partnerships. We are confident that this strategy will 
ouble in size by 2006, not seeking growth for its own sake, but building on Cascades’ present 
improve our stance as a recognized leader in each of our core sectors. Time and again, we have 
ated oo our poe to identify the most promising acquisition opportunities in terms of set 


ae bhile maximizing the synergy among our various operating units wherever possible. 
poset within the pulp and paper industry during the past few years has resulted i in the ration- 


of their changing needs and developing new products and services to meet them. We will also 
timize our assets, Sage high-potential acquisition ae and maintain our leadership 


ey aie 


. Bernard Lemaire 
Executive Officer Chairman of the Board 
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Review of Operations 


Cascades Largest 
Operating Sector 


Packaging Products is still Cascades’ largest operating sector and in 2001 it accounted for nearly 60% of the 
Company’s total sales. 

Despite the economic slowdown affecting the pulp and paper industry for more than a year now, our 
Packaging Products sector managed to turn in a very satisfactory performance. We attribute this to strategic 
acquisitions and strict control of operating costs. 


Boxboard: Encouraging Performance The Boxboard group showed definite progress in 2001, with mill 
profitability up in Europe as well as North America. This performance proves that the efforts of this group’s 
employees have been effective, leading to quarter after quarter of noteworthy improvement. These efforts are 
part of a dynamic program to increase productivity and create synergy, and are meeting with success: for 
eight consecutive quarters now, we have seen a steady increase in profitability for all boxboard production 
mills and converting plants. It should be noted that the European mills in particular have made a significant 
contribution to this sector’s productivity and profitability. 

The folding carton plant in Winnipeg acquired from Crown Packaging Ltd. at the beginning of the year 
for $11 million has generated the expected synergies and proved that it was indeed a very worthwhile invest- 
ment. As well, the Somerville Packaging plants continued the outstanding growth of their sales which has 
amounted to more than 10% annually for the past five years. The quality of the products and service, not to 
mention Somerville Packaging’s capacity for innovation, continue to attract a large and loyal customer base. 

Throughout the fiscal year, the Boxboard group showed admirable discipline by taking downtime in 
each mill when market conditions prevailed. Fortunately, improved selling prices since the beginning of the 
year compensated to some extent for the effects of the North American 
economic slowdown. Always focused on meeting customer needs effec- 
tively and ready to take on new challenges, this group, with the enthusiastic 
involvement of the employees at the Jonquiére mill, developed and launched 
an innovative product last October: Arctikoat™ paperboard. This is a new 
type of high-yield, low-density three-ply coated paperboard with outstand- 
ing printability and folding ease. 

Markets evolve, and the demand for this type of value-added product 
is on the upswing. The Boxboard group is therefore working even harder 
to develop specialty products and services that meet specific needs and 


offer higher profit margins. This group is also taking a very active interest i terete RS ER 
in the high-potential markets found in some Eastern European and Asian file csioanleroilg este 
countries, and has opened a sales office in the Czech Republic, one in Poland innovative packaging solutions using 
and one in Hungary, along with a new sales agency in China that will be a wide range of recycled and 


hybrid boxboard. 


serving all of Cascades’ operating sectors. 
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Review of Operations 


Containerboard: Addition of Five New Units Fiscal 2001 was a year of 
rapid change in the Containerboard group. Norampac Inc., a 50% owned 
joint venture, increased its total number of mills by acquiring a major 
converting plant in the New York area, starting up a corrugated products 
plant in Saskatoon, Saskatchewan, and one in Monterrey, Mexico, in addi- 
tion to investing $6 million dollars in a micro-flute corrugated converting 
plant in Dallas/Fort Worth, Texas. Moreover, Norampac consolidated its 
leading position in Canada in containerboard production with the 
acquisition of the Crown Packaging mill in Burnaby, British Columbia. 
The eight recycling plants acquired from the same producer were trans- 
ferred in early 2002 to Metro Waste Paper Recovery, an affiliated company, 
in exchange for shares. 


Benefiting from the complementary 


nature of its divisions, Norampac 
has developed a strong expertise 
and offers quality boxes in a 


wide variety of styles. 


The real highlight of fiscal 2001 in the Containerboard group, however, was the opening of a brand new 
plant in Vaughan, Ontario, which had a successful start-up thanks to the enthusiastic cooperation of the 
employees. This unit, one of the most modern in North America, has a production capacity of three billion 
square feet and definitely constitutes a major asset in a highly competitive market. The huge production 
capacity and versatility of this plant will help make us more integrated, while providing a high degree of synergy 


with our paper mills. 


The effects of the economic slowdown were also felt in the Containerboard group, where orders from 
U.S. markets decreased slightly. We still outperformed the competition and managed to increase sales, mainly 
in Canada, where Norampac remains the largest producer of containerboard and corrugated containers. 


372 


million dollars 
invested in our 
units over the last 
three years 


Even so, profitability slipped somewhat due to the sharp drop in selling prices 
for corrugating medium and linerboard; we maintained our stock level through 
downtime that represented close to 10% of the annual paper production. As for 
the converting plants, they increased shipments by 7% during the year. 

Even though the economic slowdown temporarily reduced the profitabil- 
ity of our Containerboard group, Norampac remains one of the lowest cost 
producers—a producer whose dynamic and determined teams are ready to 
conquer new markets. 


Specialty Products: Good Performance Despite a Falling Market Our Specialty 


Products group comprises 30 mills that produce mainly multi-ply paperboard, 
kraft paper, plastic and moulded pulp products and offer a variety of converting 
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Review of Operations 


services. These converting units play an essential role within the pulp and 1 @ 4 


paper industry by supplying a large proportion of the packaging required 
by other North American producers. The three plants that came on stream in 
2000 continued their start-up programs, and the honeycomb packaging plant 
in Ontario achieved satisfactory production levels by signing new contracts of packaging products 
with major U.S. customers and starting production of innovative products. 
The U.S.-based polystyrene food container plant and the converting unit in 
France should be operating at full capacity later in 2002. 

The Specialty Products group, a widely diversified sector that depends mainly on very targeted market 
niches of the pulp and paper industry, was hit particularly hard by the economic slowdown that prevailed in 
2001. Among other things, lower prices for virgin pulp put downward pressure on the demand for our de-inked 
pulp products. We don’t expect this market to fully recover before the second half of 2002. The waste paper 
recovery sector, on the other hand, turned its performance around with an increase in sales volume and 
improved profitability following a shift in operations and a strategic realignment of its sales team. 

The performance of the moulded pulp products sector remained fairly steady compared to the previous 
year, but the plastic products sector set new records in its Québec plants by developing new specialty markets 
and significantly curbing production costs. 

Thanks to a major capital investment program during the third quarter in order to modify its press 
section, the multi-ply paperboard mill managed to improve product quality and increase its production 
capacity by about 10%. 


million metric tons 


shipped in 2001 


Our kraft paper unit implemented a very strict cost-cutting program and 
as a result was able to record the best rate of return in its history for fiscal 2001. 

Innovation is the key to success. In the first quarter of 2002, we will com- 
plete a $10 million investment program begun last year in our Kingsey Falls 
converting plant. The new high-performance extrusion line we are installing 
will be one of the best in North America and will allow us to tap into a broader 
clientele base outside the pulp and paper industry. 


In a Good Position to Profit from the Recovery We are confident that, by 


The Speciality Products group continuing to make our customers our top priority and by offering them out- 
fulfills the needs of its clients by standing service, we will promote the growth of the Packaging Products sector. 

offering them a wide variety This will put us in a good position to take full advantage of the recovery when 
of value-added, innovative and it occurs. 


complementary products. 
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Review of Operations 


Developing High 
Value-Added Products 


In the Fine Papers group in 2002, we will implement an investment program that will allow us not only to 
reduce production costs, but also to place more emphasis on specialty products and value-added services. This 
will increase our market differentiation and enhance our level of profitability. The security paper sector, for 
instance, is a niche we plan to develop since our expertise in this area gives us a considerable head start. We 
want to encourage innovation, anticipate the needs of our existing and future customers, and continue to work 
very closely with our Research and Development Centre to develop new products and capture new markets. 

If we omit our Distribution Division, Graphic Resources, which is already the second largest fine paper 
distributor in Canada, almost 55% of sales of the Fine Papers group is generated in the United States. For this 
reason, we are looking very seriously at the possibility of opening a warehouse and a service centre south of 
the border. This kind of initiative would help us to strengthen our links with customers and suppliers in the 
United States and to further increase our market shares. 

Throughout the past year, in spite of the economic slowdown, we have continued to maximize the 
synergy among our production units, and have diligently pursued our improvement and profitability program. 
The Breakeyville mill is steadily producing pulp from recycled fibre, making it possible to quickly meet the 
needs of a number of our production mills, not just in the Fine Papers group, but also in the Tissue group. Our 
Converting and Distribution Centre set up a few years ago in Saint-Jérdme is also doing very well. This unit 
is a great source of satisfaction for the Canadian and American clients of our production units by ensuring 
a sheet-cutting and delivery service of less than 24 hours in Eastern Canada and the Northeast United States. 
It is obvious in each case that integration presents numerous advantages. 

Unprecedented imports of Asian and European papers have put heavy 
downward pressure on prices for our products and forced some North 
American producers to cut back on their production. With the market 
remaining tight, the Fine Papers group’s net sales for 2001 were down 8% 
from 2000 levels. A number of factors contributed to this decrease: the 
economic slowdown that hit particularly hard in the United States and a 
major increase in energy costs, the massive layoffs in the high-tech industry 
and the 12% rise in U.S. postal rates had consequences that were sharply 
felt by our mills and our Distribution Division. 

The profitability of the Fine Papers group is closely linked to the 


id Bite PapOeprsie Mao a eae strength of the economy. The economic recovery predicted for the second 
in 2001 by its branding strategy reflected half of 2002 gives us reason to anticipate improved sales and margins for 
in the originality of its printed promotions this group, especially with regard to uncoated papers. 
that highlight the reputed quality 
of its products. 
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Review of Operations 


Accelerated Growth 
& Increased Profitability 


If one sector was the star performer of 2001, it would have to be the 
Tissue group, with its strong growth resulting in net sales of $511 mil- 
lion compared to $320 million in 2000, an increase of 60%. Three main 
factors account for this remarkable performance: the acquisitions 
made during the year, improved productivity in our mills, and greater 
operational integration. All this goes to show that the investments 
made in this group as‘part of the three-year capital investment program 
implemented in 1997 are producing convincing results. This program 
aimed to increase the production capacity of our paper machines and 
expand our converting operations. These improvements, tighter cost 
controls and optimizing the equipment have made the Tissue group 
one of the best performing sectors of Cascades. 


2 A% 


net sales annual 
compounded growth 
for the last three 


years 


Consequently, 2001 was a very good year for the Tissue group. Raw materials costs went down while the 
demand for our retail products remained high, leading to increased production in our mills. Actually, this 
group’s products are not particularly vulnerable to economic cycles: year in, year out, in good times and bad, 
the overall demand for this type of product increases at a rate that roughly parallels population growth: when 
there are fewer people in the job market, when people are less likely to 
travel and eat in restaurants, the demand for our commercial and indus- 


trial products drops; at the same time, though, the demand for our retail 
products increases by about the same amount. The strategy is to quickly 
shift production in our mills, and even—as we are increasingly attempting 
to do—anticipate the needs of our various markets. 

Among the improvements in the Tissue group, it is important to 
note that, after experiencing some start-up problems in 2000, the new 
tissue paper machine installed at the mill in Rockingham, North Carolina, 


is now up to speed. This machine has been contributing to the group’s 
The commercial and industrial sector excellent performance since the third quarter of 2001. 


of the Tissue group gives its clients 
a one-stop shopping solution by offering 
a diversified range of brand 


name products. 
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63% 


of our tissue paper 
production can be 
converted 


Review of Operations 


With the November 2000 acquisition of Wood Wyant, Canada’s largest 
integrated company in the manufacture, converting and distribution 
of sanitation supplies, Cascades affirmed its intention to consolidate 
its position as the Canadian leader in the commercial and industrial 
tissue paper market. This unit’s first full year of operation as part of 
the Cascades organization has confirmed the accuracy of our assess- 
ment: the integration of these units, which increased our sales by more 
than $90 million, is already producing the expected results. 


Also, the 2001 third-quarter purchase for $89 million of the two Plainwell tissue mills, located in Wisconsin 
and Pennsylvania, enabled us to increase our production capacity by more than a third to 372,000 short tons 
per year, placing Cascades in fifth place among North American tissue paper producers. This recent trans- 
action, like the Wood Wyant acquisition, is a fine example of our ability to acquire attractive assets with a 
potential for high returns and make them even more efficient and profitable. 


The addition of the two Plainwell plants in the United States will bring 
this group’s annual sales volume to $650 million and will make Cascades 
a major player in this sector, while providing excellent access to the 
U.S. market, a market where we have earned a reputation for producing 
high-quality products. Most of our products are light and bulky, making 
it expensive to ship them long distances. With this in mind, development 
in this area will necessarily be at the local or regional level, based on our 
existing production facilities or future acquisitions. 
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Specialized in private-label 
tissue paper production for 
the retail sector, Cascades also 


markets its own brands, 
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Social Report 


Cascades has always upheld Culture to Share 

the values that our founders Because Cascades’ corporate culture has played such an 
believed essential to our important role in the Company’s outstanding success, 
success: respect, the desire it is important that this culture spreads and takes root 
to always do better, open- wherever the Company does business. With this in 
mindedness, accountability mind, we created the position of Vice-President, Corporate Culture 
and commitment. While and Public Relations. Rina P. McGuire, who 

many things have changed holds this position, was formerly General 

since 1964, these values still Manager of the Recovery Division, a sector 


that constitutes the very heart of Cascades’ 
operations. Ms. McGuire will be respon- 
sible for imparting our corporate culture 


provide a firm foundation 
for Cascades’ corporate 
culture and success— 


; and promoting the Company’s core values 
and they always will. P 6 Pay 


in all of our units. 


espect xceeding Expectations 

The one value that best Exceeding expectations is a recurring theme at 

represents the culture Cascades. Believing that we will succeed where 

of Cascades is, without others have failed is nothing unusual for us: 

question, respect. Respect just look at the success of our Research and Development 

for people, of course, but Centre; it produces excellent financial results while other 
also respect for nature and the environment. R&D centres are cutting back on operations. Similarly, 
This respect is expressed through the kind our continuous improvement programs resulted in savings : 
of transparency, open-mindedness and of $20 million in 2001 and we expect to see savings ; 
individual accountability that is rarely found of $30 million in 2002. 
in companies of this size. In terms of respect : 
for the environment, Cascades has been ommitment . 
at the forefront of its industry throughout Cascades’ corporate culture fosters a 4 
its history. Indeed, Cascades and its sub- strong sense of belonging. The fact that ‘ 
sidiaries remain strongly committed to employee seniority averages 10 years while 
the protection of the environment and our the average age of our employees is barely 
natural resources, and make substantial 41 is an indication of how proud 5 
annual investments in processes, equipment our people are to be part of a company : 


and training that allow them to maintain that empowers them and encourages them to be totally 

committed to what they do, not only professionally, but also 
in their social environment. Everybody wins: our employees, 
their communities and Cascades, which can rely on a highly- 
motivated workforce. 


their exemplary behaviour. Eight Cascades 
mills have already received ISO 14001 
certification; others are following suit 
and will be certified during fiscal 2002. 


Social Report 


Workforce 


The number of employees working for Cascades 
topped 14,000 in 2001, an increase of 14% from 
the previous year. It is interesting to note that our 
workforce has grown by 75% since 1996, reflecting 
the many acquisitions made in the past few years. 


Health and Safety 


The three-year plan introduced in 2001 to reduce 
accident frequency and severity in all our North 
American mills is already producing encouraging 
results. The Tissue group, in particular, has shown 
the most significant improvement. Furthermore, 
for the Company as a whole, the number of 
time-loss accidents dropped by 17.3%. 


Remuneration 

The total remuneration paid to Cascades’ employees 
in 2001 amounted to $905 million, of which 

$47 million was distributed from the profit-sharing 
program in recognition of our employees’ contri- 
butions to last year’s excellent performance within 

their individual business units and the Company 9 04,711 


as a whole. 


Training 

Cascades puts great stock in training to enable each 
of our employees to achieve their full potential and 
to develop a strong workforce that is always ready 
to take on new challenges, now and in the future. 
In fiscal 2001, more than 10,000 employees partici- 
pated in a wide variety of training activities, and 
the Company devoted approximately $15.5 million 
to these various programs. 
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Emmanuelle Migneault 
Human Resources Coordinator 
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Management’s Discussion and Analysis 
of Results and Financial Position 


Packaging Products is Cascades Inc.'s main operating sector, with the Company manufacturing, converting and marketing a wide range of 
products, including boxboard, containerboard and a variety of other specialty packaging materials. Cascades is also very active in two other — 
sectors: fine papers and tissue papers. Please note that the financial information of the Containerboard group represents 50% of our joint 
venture, Norampac Inc. 


Consolidated Operating Results — Cascades’ total sales amounted to (in millions of $, except amounts per share) __ 2001 2000 
$3.2 billion in 2001, compared to $3.0 billion in 2000. After deducting Net sales 3,023 2,866 
the cost of delivery, net sales for the year totalled $3.02 billion, up EBITDA 380 339 
5.5% from net sales of $2.87 billion a year earlier. As a result, the  EBITDA/net sales 12.6% 11.8% 
Company posted a net sales / total capitalization ratio of 1.3:1. This growth Net earnings 120 75 
is due mainly to the businesses acquired during the year, since Net earnings per common share $ 1.47 $ 1.12 


these acquisitions achieved net sales of $132 million in 2001. All of 
our operating sectors showed higher shipments except for the Fine Papers sector. Moreover, prices per ton sold, expressed in Canadian dollars, 
were up slightly for most of our products with the exception of products from the Containerboard and Fine Papers groups. This improvement 
in per-ton prices was due to a number of factors, notably exchange rate fluctuations and a higher percentage of sales coming from converted 
products, which command higher prices than non-converted products. 

Earnings before interest, taxes, depreciation and amortization (EBITDA) stood at $380 million for 2001 compared to $339 million for 


fiscal 2000, an increase of 12%. EBITDA as a percentage of net sales also improved, rising from 11.8% in 2000 to 12.6% in 2001. This 


improvement, achieved despite the fact that the cost of natural gas per unit increased more than 21% in 2001, derives mainly from an increase 
in the proportion of value-added products in our total sales and a significant drop in the average cost of recycled fibre. 

While it is true that shipments were up for most of our business sectors, our positive results in 2001 are due to very aggressive Company-wide 
cost controls, and to considerable improvement in the operating profitability of the Tissue and Boxboard groups; in fact, these two groups 
generated 18.7% and 10.2% of the EBITDA margin, respectively, versus 11.2% and 8.3% in the previous year. 

Amortization expenses were up 5% in 2001, to $132 million, compared to $125 million a year earlier; this increase stems from the 
investments made in the past two years along with this past year’s business acquisitions. Consolidated earnings from operations were up 16% to 
$248 million, compared to $214 million for the previous year, and the operating margin rose from 7.5% in 2000 to 8.2% in 2001. 


[ Consolidated net sales 
Packaging products 59% 
Fine papers 24% 
Tissue papers 17% 
Geographic sales 
Canada 54% 
USA 28% 
Europe & others 18% 
Consolidated EBITDA 
Packaging products 67% 
Consolidated net sales Geographic sales Consolidated EBITDA Fine papers 8% 
(in millions of $) (in millions of $) (in millions of $) Tissue papers 25% 
Packaging products — | Canada Packaging products 
@ Fine papers @ USA @ = Fine papers 
©. Tissue papers © Europe & others © Tissue papers 
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Management’ s Discussion and Analysis 
of Results and Financial Position 


cpenses for the year totalled $89 million as at December 31, 2001, compared to $91 million a year earlier. In spite of the number 

ebt-financed acquisitions during the year, this $2 million improvement was made possible by several factors: our strong cash flow, 
igh anagement of our working capital, keeping capital expenditures below amortization, and the drop in interest rates. In this regard, 
ull a gore ay poy 50% of the Company's long-term debt is contracted under var ariable rates. 


cO i interests, Gaesel to an aa fo of $1 million in 2000. ‘The unusual gains in 2001 include a bce of $30 million before 
i come taxes of oy see Ape from the disposition of shares ae dilution of our investment in our ene Boralex Inc.; a gain 


ia ed to ne sale of our interest in the Tes S.A; flufpulp mill in 1999. gent Bae for the year include $29 million, 
ire income taxes. of $4 Gen See a from the value SEEDY of certain assets of the Specialty Products group. 


to 29; 9.99%; ‘his oe) is due to inion’ in the corporate income ae rate in certain Se ieada provinces cane the: year, 
vali yn of certain fiscal assets. 


~ Net sales EBITDA Shipments Average selling prices 
(in millions ‘of $) (in millions of $) (in thousands) (int $/unit) 
2001 2000 i 2001. 2000), 2001 2000 2001 2000, 
i } 442 405 35 28 296° mt 295, 1,493 1,373 
Pk 412 400 OD 39 HURRE aut hy yp 860 847 
R 854 805 87 67 775 os "767 
347 362 en! 77 OTH SEE NO aS 511 553 
Al4 376 38 4l 5,241 tsf 4,896 79 77 
(210) (202) 2") nwa 7 
551 536 112 125 
444 488 54 64 
(24) (32) st = 
1,825 1,797 Zoi 256 
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Packaging Products In 2001, the Packaging Products sector contributed $28 million to the increase in consolidated net sales, but reduced 
the consolidated EBITDA by $3 million. While this segment’s net sales rose from $1.8 billion to $1.83 billion, an increase of 1.5%, its EBITDA 
was $253 million, a drop of 1.2%. The EBITDA margin went from 14.2% in 2000 to 13.9% in 2001. The respective contributions of each 
this sector's main groups are detailed below. Gre 
The Boxboard group posted a 6% growth in its net sales due mainly to an 8.7% increase in selling prices for products from its orth 
American manufacturing and converting operations, while shipments remained relatively steady compared to the previous year. The increase 
in average selling prices for its products was mainly the result of a stronger U.S. dollar. This factor, along with higher revenue arising from 
an increase in converted products as a percentage of total sales, and the acquisition of a converting unit in Winnipeg, Manitoba, helped to 
fuel a $37 million increase in net sales for our boxboard manufacturing facilities in North America. Haas Deen MR a Ee og s 
The Boxboard group's EBITDA was up 30% to $87 million, due mainly to decreased operating costs for our manufacturing units. A third of 
this increase, i.e. $7 million, comes from our North American units which benefited from lower prices for recycled paper. Our European units 
made a $13 million contribution to this increase thanks to lower prices for commercial pulp and increased productivity in our r 
The Containerboard group, consisting of Norampac Inc., a 50% joint venture, increased its net sales by 3%, or $15 millio 
stemmed primarily from the plants acquired over the past two years which generated net sales of $46 million. The decrease in | 
other plants was due mainly to softer prices for linerboard and corrugating medium as well as the planned downtime taken in 
to adjust production to demand. i : Seat 
The manufacturing operations increased their shipments by 3.7%, but had to contend with a 7.6% drop in average selling pri 
converting plants, on the other hand, posted a 7% rise in shipments while keeping average selling prices more or less the same as ay r 
The Containerboard group’s EBITDA was $112 million, down 10.4%; this drop is primarily the result of selling price erosion ar 
numerous planned downtimes taken during the year. Pease eee a 
The Specialty Products group posted net sales of $444 million, down 9%, while its EBITDA decreased 15% to $54 million. This we due 
mainly to the substantially reduced contribution of the recovery and de-inking units following the collapse of virgin pulp prices i 001. 
Because these market conditions make our de-inked pulp much less competitive, we were forced to take a number of periods of 
and to keep production substantially below capacity. Two other factors contributed to the drop in EBITDA: a decline in sales for so 
units in the building materials market and the longer-than-expected start-up of three units that came on stream towards the en 


%, Net sales EBITDA SS Shpaenee 
Fine papers (in millions of $) in millions of $) L (in thousands) 


( fs 
2001 2000 2001 2000, |. 2001. 2000 | 


Manufacturing 418 450 18 Oe 85 Gores 304 

Distribution 405 442 13 21 eye 

Eliminations i geen (77) (87) = = 

ee Re 746 805.2 oe eeSr a7 <p 

Fine Papers. Our Fine Papers group ended the fiscal year with net sales down 7.3%; this decline was due to a 2.3% drop in hipments < 


a 4.9% drop in average selling prices for the manufacturing units, as well as an 8.4% reduction in sales for the Distribution Division. EB ; 
went from $47 million in 2000 to $31 million in 2001, leading to a proportional reduction in the EBITDA margin from 5.9% to 
results reflect the soft market for coated fine papers, a market where imports to North America have increased sharply, with t 

of surplus capacity among manufacturers on this side of the Atlantic, ae 
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Net sales Wea 5 EBITDA. Shipments Average selling prices 

(10) millions of $) (in'millions of '$) (in thousands) | (in $/unit) 

2001 2000 2001 2000). 2001 2000 2001 2000 

‘425 307, 86 36 247 | st 204 1,721 1,505 
LOS, 14 Keriieedee ea CD = 
(19) COE Lee i: 
5ll 320; . | OG in 36 


seared under the $120 atilicn capital investment program carried out Bein 1997 to 1999, 
up’s EBITDA rose from $36 million in 2000, a margin of 11.2%, to $96 million in 2001, a margin of 18.7%. This strong increase 
ee moe by the ae made in 2000 and 2001, the eos in the price of athe fibre, and improved Lge ek at the 


ad Cash Flows re cash flow from operations was up 16% in 2001, to $249 million, In line with our objectives, capital 
tures totalled $122 million, and were distributed as follows: $94 million in the Packaging Products sector, $11 million in the Fine 
ctor, and $17 million in the Tissue sector. Thus, Cascades invested 49% of i its cash flow from operations in new fixed assets over the 
iscal 2001, compared to 69% in the previous year. 
roximately $12 million was invested in a variety of major projects aimed at reducing our energy ees elon and i improving energy 
coe we invested an additional amount of a sca $15 million to upgrade the ns capacity of the Containerboard 
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i : Chan? 


> 


course of the year. We also ae a total of $82 million a debt, $50 million ae winch was ae ie oie: oes a Al 
to a net repayment of $29 million, it was almost entirely offset by an increase in U.S. oy cae a eae bt 
stood at approximately the same amount as at the same date a year earlier. ean 

In 2001, the Company also acquired $5 million in shares of Cascades S.A., thereby i increasing its int 
almost 95%. Furthermore, taking into account the dividend of $0.12 per share paid in June 2001 for a to 
our liquid assets by $10 million since December 31, 2000. Thus, on December 31, 2001, Cascades ee Le 
$31 million, compared to $41 million a year earlier. 


“Consolidated Financial Baciow seat December 31, 2001 Cascades’ working capital stood at $348 million as 
ratio of 1.57: 1. sy the same date, our consolidated et debt totalled $1.1 billion and ¢ our total net in oa 


ae oe 2001. 
We reduced the ratio of net funded debt to total Bee from 53% in 1 2000 to 51% i in 2001 
this ratio to less than 50%... 


Risks and Uncertainties 

Price a Pe i 
Earnings sensitivity 3 changes | 
Boxboard + US$20/mt - 
Containerboard + US$25/st bis 
‘Tissue papers + US$I5/st_ | 
Fine papers + US$40/st | 


Waste papers 


+ US$10/st, | 


Commercial pulp + US$50/mt >)” 
‘Interests oie ae Ap 
~ Natural gas + US$1/mmbtu ae 
U.S. dollar Be Mes 0. Ot ys ee 


The chart above quantifies the impact on Casas ‘cee EBITDA and earnings per share of He sible 
of our main products and raw materials, but also in interest rates and the exchange rate of the U.S. doll 
To reduce their vulnerability to selling price fluctuations, some units have implemen ted risk hs 
selling prices through agreements with major clients for periods of three to five years. ey us 
Also, from time to time, Cascades negotiates term contracts to protect itself against in increases in energy ri 
and to stabilize prices for periods of less than 12 ey As for raw materials, the me that we both buy 
vulnerability to price fluctuations in this area. aT 
Cascades and its subsidiaries also have recourse to a variety of fiona. instruments to pau the ks re 


rate fluctuations. For example, we can Hennes forward. sacheute contracts that can cover aD tos 
of 12 to 24 months, 


yy 


Management’s Discussion and Analysis 
of Results and Financial Position 


Environment Cascades’ environmental mission is based on the requirements of the ISO 14001 standard; the Company promotes continuous 
improvement where the environment is concerned and strictly upholds or exceeds the standards in force in every country where it does 
business. For instance, with regard to standards in effect for effluent discharge into waterways in Canada, Cascades’ performance is substantially 


_ __ better than the Canadian pulp and paper industry’s average; the same goes for average overall discharge of suspended solids, the biochemical 


_ oxygen demand over five days (BOD,) and average overall effluent discharge which are, respectively, 1 kg/mt, 0.6 kg/mt and 17.6 m3/mt. 


The ongoing improvement with regard to the environment and sustainable development at Cascades takes the form of a number of very 
practical programs: reduction of water consumption and effluent discharge at our mills; reduction of waste sent to landfills by using 


reduction at source and waste recovery methods; reduction of energy consumption and control of greenhouse gases; ongoing implementation 


of ISO 14001 environmental management systems; and, of course, continuous training of employees and management. 


Outlook for 2002 
While we expect the economic slowdown to continue in some of our market sectors, especially the Containerboard and Fine Papers sectors, 
we are confident that our diversification and strong positioning in a number of consumer markets will allow the Group as a whole to record 
excellent results again in 2002. 

We also expect that the strength of our cash flows, combined with a capital expenditures budget limited to $120 million, will make it 
possible to further reduce our debt ratio. Keep in mind that as at December 31, 2001, Cascades had unused bank credit facilities totalling 


: $379 million, including $104 million for its Norampac joint venture. 


In the Boxboard group, we expect to see a continuation of the constant improvement in profitability of the past eight quarters. 


' Furthermore, our new sales offices in Asia and Eastern Europe should make a significant contribution to the recovery of our European 


operations that began last year. 
Throughout 2002, the Containerboard group will continue to tailor its production to suit market demand; it will further its integration 


- and aim to increase its market shares in the United States through strategic investments or acquisitions. 


As for the Specialty Products group, it will complete the start-up programs begun in three units at the end of fiscal 2000, and will pursue 


"the work undertaken in order|to make profitable certain underperforming units. 


_ The Fine Papers group will continue to develop products for highly-targeted market niches and will base its investment decisions on 
Criteria consistent with reducing production costs. 

Lastly, the Tissue group should continue to post outstanding results while pursuing its growth strategy through acquisitions, By investing 
more heavily in converting equipment, this group will be able to increase the proportion of converted products in its overall sales as a means 


_ to achieving higher revenues. 


Again in 2002, we will likely have to plan for downtime in some groups to adjust production to demand. However, we expect recycled 
fibre prices to remain relatively steady which will help us to maintain an adequate level of profitability, especially if energy costs do not rise, 


" interest rates stay low and the value of the Canadian dollar against its U.S. counterpart remains in our favour. 


K Quarterly Results 


(in millions of $, except per share amounts) 
(unaudited) 2001 2000 
March 31 June 30 September 30 December 31 Total Marchi 31 June 30 September 30 December 31 Total 
Net sales 733 754 7357 779 3,023 707 717 729 713 2,866 
EBITDA a) 90 106 105 380 7\ 89 97 82 339 
_ Operating income 48 58 74 68 248 40 59 65 50 214 
Net earnings 22 43 37 18 120 1 24 26 14 75 
per share 0.27 0.52 0.46 0.22 1.47 0.16 0.36 0.40 0.20 1.12 

Net earnings excluding 

unusual items iI) 27 35 41 116 1] 22 24 20 77 
per share 0.16 0.32 OSI 0.51 1.42 0,16 0.33 0.36 0.29. 1.14 
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Management’s and Auditors’ Report 


Management’s Report The consolidated financial statements for the years ended December 31, 2001 and 2000 were completed by the 
management of Cascades Inc., reviewed. by the audit committee and approved by the Board of Directors. They were prepared in accordance 
with accounting principles generally accepted in Canada and are consistent with the Company’s business. 

The Company and its subsidiaries maintain high quality systems of internal controls. Such systems are designed to provide reasonable 
assurance that the financial information is accurate and reliable. The information included in this Annual Report is consistent with the 
financial statements contained herein. 

The financial statements have been audited by PricewaterhouseCoopers LLP whose report is provided below. 


Laurent Lemaire 

President and Chief Executive Officer 
Kingsey Falls, Canada 

January 28, 2002 


Auditors’ Report To the Shareholders of Cascades Inc. We have audited the consolidated balance sheets of Cascades Inc. as at December 
31, 2001 and 2000 and the consolidated statements of earnings, retained earnings and cash flows for the years then ended. These financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements 
based’ on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and 
perform an audit fo obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 

!n our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Gompany as 
at December 31, 2001 and 2000 and the results of its operations and its cash flows for the years then ended in accordance with Canadian 
generally accepted accounting principles. 


Peruatirbouaborpts 4LA 
Chartered Accountants 


Montréal, Canada 
January 28, 2002 
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Consolidated Financial Statements 


Segmented Information 4 


The Company’s operations are principally in the following segments: packaging products, fine papers and tissue papers. The classification of 
these operating segments is based on the primary operations of the main subsidiaries and joint ventures of the Company. 

The Company analyzes the performance of its operating segments based on their EBITDA which is defined as earnings before income taxes, 
non-controlling interests, share of results of significantly influenced companies, unusual items, financial expenses and amortization. EBITDA 
is not a measure of performance under Canadian generally accepted accounting principles; however, management uses this performance 
measure for assessing the operating performance of its reportable segments. Earnings for each segment are prepared on the same basis as those 
of the Company. Intersegment operations are recorded on the same basis as sales to third parties, which is at fair market value. 

The earnings and assets of the Company presented by reportable segments are as follows: 


oven eS Nee er 


4 
’ 
4 
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For the years:ended 
December 31, 2001 and 2000 
(in'‘millions of $) 


Purchase 
of property, plant 
Net sales EBITDA and equipment 
Packaging products 
Boxboard 
North America 442 405 35 28 9 11 
Europe 412 400 52 39 14 15 
854 805 87 67 23 26 
Containerboard) 
Manufacturing 347 362 67 77 21 19 
Converting 414 376 38 4] 26 24 
Other and eliminations (210) (202) lis ii 7 = - 
551 536 112 125 47 43 
Specialty products 444 488 54 64 24 30 
Eliminations (24) (32) - ~ = = 
1,825 1,797 | 253 256 ie 94 99 
Fine papers 
Manufacturing 418 450 18 26 10 11 
Distribution 405 442 13 21 1 3 
Eliminations (77) (87) - = = - 
746 805 31 47 ll 14 
Tissue papers oe 
Manufacturing 425 307 86 36 16 35 
Distribution 105 14 10 
Eliminations (19) (1) | - 
511 320 96 
Eliminations (59) (56) | z 
Total 3,023 2,866 380 
Amortization (132) 
Operating income 248 214 


(1) The containerboard sub-segment represents 50% of Norampac Inc. 
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Notes to Consolidated Financial Statements ‘ - 


December 31, 2001 and 2000 
(tabular amounts in millions of $) 


1 C) Accounting policies 


The consolidated financial statements have been prepared in accordance with accounting principles generally accepted in Canada and include 
the following significant accounting policies: 


Basis of consolidation The consolidated financial statements include the accounts of the Company and its subsidiaries, which have been 
accounted for using the purchase method. They also include the portion of the accounts of the joint ventures accounted for through the 
proportional consolidation method. Investments in significantly influenced companies are accounted for using the equity method. 


Use of estimates The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires 
the use of estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingencies at the balance 
sheet date as well as the reported amounts of revenue and expenses during the reporting periods. Actual results could differ from those 
estimates. These estimates are reviewed periodically and, as adjustments become necessary, are reported in earnings in the period in which 
they are known, 


Changes in accounting policies | On January 1, 2000, the Company applied two new recommendations of the Canadian Institute of Chartered 
Accountants (CICA) regarding employee future benefits and income taxes. These changes, which have been applied retroactively without restating 
the comparative figures, resulted, for the first recommendation, in an increase in other assets of $8,384,000, an increase in other liabilities of 
$41,318,000 and a decrease in retained earnings of $21,870,000, after deduction of related future income taxes of $11,064,000. The second 
recommendation resulted in a decrease in working capital components of $2,330,000, an increase in property, plant and equipment of $6,094,000, 
an increase in future income tax liabilities of $32,660,000 and a decrease in retained earnings of $19,758,000, after deduction of non-controlling 
interests of $9,138,000. 

The Company also applied retroactively on January 1, 2000 the new recommendation related to the calculation of diluted earnings per 
share, This change did not have any effect on the 2000 amounts per share. 


Fair market value of financial instruments | The Company has estimated the fair market value of its financial instruments based on current 
interest rates, market value and current pricing of financial instruments with similar terms. Unless otherwise disclosed herein, the carrying 
value of these financial instruments, especially those with current maturities such as cash and cash equivalents, accounts receivable, bank 
loans and advances, and trade accounts payable and accrued liabilities, approximates their fair market value. 


Cash and cash equivalents Cash and cash equivalents include cash on hand, bank balances and short-term liquid investments with maturities 
of three months or less. 


Inventories _ Inventories of finished goods are valued at the lower of average production cost and net realizable value. Inventories of raw 
materials and supplies are valued at the lower of cost and replacement value. Cost of raw materials and supplies is determined using the 
average cost and the first-in, first-out method respectively. 


Property, plant and equipment and amortization —_ Property, plant and equipment are recorded at cost, including interest incurred during 
the construction period of certain property, plant and equipment. Amortization is calculated on a straight-line basis at annual rates varying 
from 3% to 5% for buildings, 5% to 10% for machinery and equipment, and 15% to 20% for automotive equipment, determined according 
to the useful life of each class of property, plant and equipment. ; 


Grants and investment tax credits Grants and investment tax credits are accounted for using the cost reduction method and are amortized 
to earnings as a reduction of amortization, using the same rates as those used to amortize the related property, plant and equipment. 


Other investments _ Other investments are recorded at cost except when there is a decline in value which is other than temporary, in which 
case they are reduced to their estimated net realizable value. 
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Notes to Consolidated Financial Statements 


December 31, 2001 and 2000 
(tabular amounts in millions of $) 


; - Goodwill aoa arising from business combinations initiated on or after July 1, 2001 is not amortized in accordance with the transitional 
_ provisions of the new recommendation of the CICA dealing with business combinations. Goodwill previously recorded is amortized on a 
Bee et. -line basis over periods not exceeding 25 years. The Company assesses periodically whether a provision for permanent impairment in 
the value of goodwill should be recorded to earnings. This is accomplished mainly by determining whether projected undiscounted future cash 
flows exceed the net book value of goodwill. 


; forered charges Deferred charges are recorded at cost less accumulated amortization and include, in particular, the issuance costs of long- 
‘term debt, which are amortized on a straight-line basis over the anticipated period of repayment of the respective debt, and start-up costs 
which are amortized on a straight-line basis over a period of three to five years from the end of the start-up period. 


Environmental costs Environmental expenditures, including site rehabilitation costs, are expensed or capitalized depending upon their 
- future economic benefit. Expenditures incurred to prevent future environmental contamination are capitalized and amortized on a straight- 
line basis at annual rates varying from 3% to 10%. Expenditures that relate to an existing condition caused by past operations, and which do 
_ not contribute to current or future revenue generation, are expensed. A provision for environmental costs is recorded when it is probable 
that a liability has been incurred and the costs can be reasonably estimated. 


Employee future benefits Certain subsidiaries and a joint venture of the Company maintain defined benefit pension plans which provide 
‘retirement benefits for certain employees based upon the length of service and, in certain cases, the final average earnings of the employee. In 
__ addition, certain employees are members of defined contribution pension plans and group RRSPs. The Company and its subsidiaries and joint 
ventures also provide to their employees complementary retirement benefits and other post-employment benefits, such as group life insurance 
and medical and dental care plans. 

The cost of pensions and other retirement benefits earned by employees is actuarially determined using the projected benefit method 
prorated on years of service and management's best estimate of expected plan investment performance, salary escalations, retirement ages of 
employees and expected health care costs. 

- For the purpose of calculating the expected return on plan assets, those assets are valued at fair value. Past service costs arising from a 
plan amendment are amortized on a straight-line basis over the average remaining service period of the group of employees active at the date 
of the amendment. The excess of the net actuarial gain (loss) over 10% of the greater of the benefit obligation and the fair value of plan assets 
is amortized over the average remaining service period of active employees. 


Income taxes The Company uses the liability method in accounting for income taxes. According to this method, future income taxes are 
determined using the difference between the accounting and tax bases of assets and liabilities. The tax rate in effect when these differences will 
reverse is used to calculate future income taxes at the balance sheet date. Future income tax assets are recognized when it is more likely than not 
___ that the assets will be realized. 


_ Foreign currency translation 

_ Foreign currency transactions ‘Transactions denominated in foreign currencies are recorded at the rate of exchange prevailing at the 
" transaction date. Monetary assets and liabilities denominated in foreign currencies are translated into the local currency at the rate of 
_ exchange prevailing at the balance sheet date. Unrealized gains and losses on translation of long-term monetary items are deferred and 
"amortized over the remaining lives of these items, except for the gains and losses related to the portion of the long-term debt designated as 
Se of the net investment of the Company in self-sustaining operations, which are offset against the cumulative translation adjustments. 
Unrealized gains and losses on translation of other monetary assets and liabilities are reflected in the determination of the net results for the 
year. Unrealized gains and losses on forward exchange contracts used to hedge future revenue streams in foreign currencies are deferred and 


e _ accounted for as part of the transaction being hedged. 
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Notes to Consolidated Financial Statements 


Foreign operations The Company’s foreign operations are defined as self-sustaining. The assets and liabilities of these operations are 
translated into Canadian dollars at the rate of exchange prevailing at the balance sheet date. Revenue and expenses are translated at the’ 
average exchange rate for the year. Translation gains or losses are deferred and shown as a separate component of shareholders’ equity. 


Amounts per common share | Amounts per common share are determined using the weighted average number of common shares outstanding 


during the year. 


Diluted amounts per common share are determined using the treasury stock method to evaluate the dilutive effect of share options, — 
conyertible instruments and equivalents, when applicable. Under this method, instruments with a dilutive effect, basically when the average 
market price of the share for the period exceeds the exercise price, are considered to have been exercised at the beginning of the period and — 
the proceeds received are considered to have been used to redeem common shares of the Company at the average market price for the period. 


pur 


a) Acquisitions and disposal In 2001, the Company acquired two businesses in the tissue papers segment for a total consideration of : 
$89,526,000 (US$57,169,000) and five in the packaging products segment for a total consideration of $58,026,000 (including a paymen 
of US$29,701,000) in addition to a maximum contingent consideration of $2,389,000 (US$1,500,000) which will be paid if certain specific. 


objectives are met. 

{In 2000, the Company. acquired two businesses in the pack- 
aging products segment and in the tissue papers segment for a total 
consideration of $30,584,000. In addition, the Company disposed 


of its 50% interest in a saturated paper and car felt production 


facility for a total consideration of $3,165,000, including a balance 
of sale of $2,000,000. 

‘These acquisitions have been accounted for using the purchase 
method and the accounts and results of operations of these entities 
have been inchided ‘in the consolidated financial statements since 
their respective date of acquisition. The following allocation of the 
purchase prices to the identifiable assets acquired and liabilities 
assumed resulted in goodwill of $4,607,000 (2000—$12,932,000). 


b) Privatization of certain subsidiaries of the Company On December 31, 2000, the Company acquired the shares held by non-controll 
shareholders in its subsidiaries Paperboard Industries International Inc. (excluding preferred shareholders), Perkins Papers Ltd. and Rolland | 
in exchange for 13,998,453 common shares of the Company. The fair value of $6.85 attributed to the shares issued represents 


value of the Company’s shares at the date of the transaction. 


Certain shareholders of these subsidiaries have used their dissenting right and asked to be paid the fair market value of their shares in 
cash as at December 31, 2000. A provision of $4,500,000 has been recorded in the consolidated financial statements as at December 31, 2000 
to cover the fair market value of these shares as estimated by the Company. If a dissenting shareholder refuses the Company’s offer, the 
Company or the shareholder may apply to the court to fix the fair value of the shares. In 2001, an amount of $168 


buy back shares of different dissenting shareholders. 


The excess of $20,000,000 of the net book value of the non-controlling interests over their purchase price has been recorded, under the 
purchase method, as a decrease of $30,000,000 in property, plant and equipment and a decrease of $10,000,000 in future income tax liabilities. 

The Company also agreed with the holders of the Class B preferred shares of a subsidiary that, upon the exercise of their conversion _ 
rights into common shares, these shares will be exchanged for a total of 872,727 common shares of the Company. As a result, the Class B 
preferred shares of this subsidiary are shown in shareholders’ equity of the Company in the amount of $5,978,000, which represents the fair 
value as at December 31, 2000 of the common shares of the Company which would be issued upon exercising the exchange rights. The excess 
of $11,741,000 of the net book value of the preferred shares over their fair value has been recorded, under the 
of $17,534,000 in property, plant and equipment and a decrease of $5,793,000 in future income tax liabilities. 


~— December'31, 2001 and 2000 


fiass 


(tabular amounts in millions of $) 


2001, 


Current assets 59 

Long-term assets TUS svat 

Goodwill : de 5 
179 


Bank advances e. 


Current liabilities ney) 


Long-term debt 


Other liabilities 
SES) 
Total consideration 148 
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Notes to Consolidated Financial Statements 


December 31, 2001 and 2000 
(tabular amounts in millions of $) 


® Long-term debt 


With recourse — The following debts have or may have recourse rights against certain assets of Cascades Inc. or its general credit. These debts 
include restrictive and financial covenants. 
Note 2001 2000 


Revolving credit facility, variable interest rate of 3.77% as at December 31, 2001 6a) 172 
Loan of a nominal amount of US$18,588,000 (2000 —US$20,695,000), 


fixed interest rate of 7.94%, payable through 2008 30 31 
Redeemable preferred shares 6d) 61 - 
Other debts 24 11 
era 287 206 


Less: Current portion 


Without recourse The following debts of subsidiaries and joint ventures of the Company do not have any recourse against the assets or 
general credit of Cascades Inc, These debts without recourse consist of certain collaterals from the subsidiaries and include restrictive and 
financial covenants. 


if i Note 2001 2000 
Revolving credit facilities, weighted average variable rate of 4.25% 6b) 313 289 
Acquisition credit facility, weighted average variable rate of 4.57% 6c) 38 57 
Redeemable preferred shares 6d) = 70 
8.375% Senior Notes, maturing in 2007 6e), h) 199 188 
9.50% and 9.375% Senior Notes, maturing in 2008 6 e), h) 170 163 
Loans, weighted average variable rate of 5.29%, payable through 2011 57 85 
Loans, weighted average fixed rate of 5.52%, payable through 2017 9 9 
Capital lease obligations 6h), j) 24 21 
Other debts aie i 6 8 

816 890 
Less: Current portion | 41 46 
775 844 


a) The Company has a credit facility for an authorized amount of $225,000,000 which converts, after a revolving period of two years and 
unless a renewal is agreed to annually, into a term loan repayable over a period of three years. For the purpose of the repayments disclosed 
in note 6 1), it is assumed that the revolving period will be renewed in the future. 


b) The subsidiaries and joint ventures of the Company have available revolving credit facilities for an authorized amount totalling 
CA$327,375,000 and US$130,000,000. These credit facilities mature as follows: CA$215,500,000 in 2003, US$30,000,000 in 2005, 
CA$111,875,000 declining during the period from 2002 to 2004 until complete extinguishment and US$100,000,000 declining during 
the period from 2003 to 2005. 


c) A subsidiary of the Company has an acquisition credit facility of a maximum of $38,214,000 (2000—$57,087,000) available by way of term 
loans on a declining, non-revolving basis. The available credit is reduced quarterly by $2,355,000 starting in December 2001 until June 2003, 
the balance being payable in September 2003. 
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_ Notes to Consolidated Financial Statements 


December 31, 2001 and 2000 
(tabular amounts in millions of $) 


d) The redeemable preferred shares include 2,399,873 Class A preferred shares of a subsidiary, of which 101,046 shares are held by the Company. 
These shares provide for a cumulative quarterly dividend of 1.25% of their accrued redemption amount of $60,759,000, of which $3,289,000 
represents the dividends accrued for the first three years following their issuance and payable upon redemption. During the year, the Company 
renegotiated the redemption terms of these preferred shares over a period of 6 years starting November 30, 2001. The accrued dividends are 


payable over a period of 3 years starting November 30, 2001. These payments are considered in note 6 i). 


e) These unsecured Senior Notes are repayable prior to maturity at the option of the subsidiary and the joint venture, in whole or in part and 
under certain conditions, subject to payment of a redemption premium. 


f) As at December 31, 2001, the long-term debt included amounts denominated in foreign currencies of US$232,067,000 and euro76,280,000. 


g) As at December 31, 2001, accounts receivable and inventories, totalling approximately $698,533,000, as well as property, plant and equipment 
totalling approximately $568,401,000, are being pledged as collateral for bank loans and advances and long-term debt. 


h) The fair value of the Senior Notes and the capital lease obligations was estimated at $389,569,000 as at December 31, 2001 based on the market 
value for the Senior Notes and on discounted future cash flows using interest rates available for issues with similar terms and average maturities. 


i) The estimated aggregate amount of repayments on long-term debt, excluding capital lease obligations, in each of the next five years is as follows: 


2002, 53 
2003 181 
2004 83 
2005 31 
4 2006. eee 
j) Asat December 31, 2001, future minimum payments under capital lease obligations are as follows: 
Years ending December 31, 2002 8 
2003 7 
2004 6 
2005 ] 
2006 1 
4 y Thereafter 4 
27 
Less: Interest (average weighted rate of 4.70%) aA ses Cuore ee: 
24 
Less: Current portion ma Nae s 7 
17 


k) As at December 31, 2001, the Company and its subsidiaries and joint ventures had unused lines of credit on short-term and long-term 
credit facilities of $82,068,000 and $296,716,000 respectively. 


Notes to Consolidated Financial Statements 


December 31, 2001 and 2000 
(tabular amounts in millions of $) 


ie) Other liabilities 


Note 2001 2000 


Employee future benefits 12 b) 66 
Future income taxes 10 b) 124 122 


Non-controlling interests 


C Capital stock 


Note 2001 2000 


80,987,466 common shares (2000— 80,900,663) 
4,300,000 preferred shares of a subsidiary 


a) The authorized capital stock of the Company consists of an unlimited number of common shares, without nominal value. As at December 31, 
2000, the Company issued 13,998,453 common shares as part of the privatization of subsidiaries described in note 2 b). 


b) The 4,300,000 Class B preferred shares of a subsidiary are convertible into common shares of the subsidiary, which will be exchanged, in 
accordance with an agreement with the holders, into a total of 872,727 common shares of the Company. These preferred shares provide for 
a cumulative quarterly dividend of 0.25% of their redemption price. These shares are redeemable by the subsidiary at any time at a price of 
$25 per share. 


c) Under the terms of a share option plan adopted on December 15, 1998 for officers and key employees of the Company, 7,365,021 common 
shares have been specifically reserved for issuance. Each option will expire at a date not to exceed ten years following the date the option was 
granted. The exercise price of an option shall not be lower than the market value of the share at the date of grant, determined as the average 
of the closing price of the share on the Toronto Stock Exchange on the five trading days preceding the date of grant. The terms for exercising 
the options are 25% of the number of shares under option within twelve months after the date of grant, and up to an additional 25% each 
twelve months after the first, second and third anniversary dates of grant. The options cannot be exercised if the market value of the share is 
lower than its book value at the date of grant. No compensation cost is recognized when the options are granted to employees. Any 
consideration paid by employees on exercise of options is credited to capital stock. 

In 2000, as part of the privatization described in note 2 b), the Company granted to officers and key employees of its subsidiaries 713,298 
options to buy common shares of the Company, in exchange for the cancellation of the share options of the subsidiaries owned by these 
employees. The terms of the new options are the same as of the former options, except for the exercise price and the number of shares, which 
have been adjusted based on the exchange ratio used for the privatization, 
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Notes to Consolidated Financial Statements 


December 31, 2001 and 2000 
(tabular amounts in millions of $) 


1 O  ) Income taxes 


a) The effective income tax rate differs from the basic rate for the following reasons: 


Years 2001 2000 
Pea neem aM a i SIE z = 
Combined basic Canadian and Québec income tax rate ) 45.6 45.6 
Increase (decrease) in rate arising from the following: 
Deduction for manufacturing and processing and income from active business carried on in Québec (11.0) (9.7) 
Difference in foreign operations statutory income tax rate (1.7) (0.7) 
Unrecognized tax benefit arising from current losses of subsidiaries 2.4 4.2 
Recognized tax benefit arising from previously incurred losses of subsidiaries (3.6) = 
Permanent differences 15 29 
Large corporations tax 125 27 
Decrease in future income taxes resulting from a reduction in tax rates (3.3) (3.1) 
Others a Es oe (Bes (1.2) 
: at (16.4) (5.3) 
Effective income tax rate for the year 29.2 40.3 
b) Future income taxes include the following items: 
y ee rs 2001 2000 
Future income tax assets 
Tax benefit arising from income tax losses 72 62 
Employee future benefits 15 16 
Unused tax credits 3) 11 
Other 13 9) 
Unrecorded future income tax asset i (22) (29) 
ioe Loe ne ‘ 87 69 
Future income tax liabilities 
Property, plant and equipment 176 163 
Employee future benefits 14 14 
Other assets 15 11 
OU G ee ac 6 5: bie 
nal eer oh ‘ i ett 2h 211 191 
Future income taxes 124 : 122 


c) Certain subsidiaries have accumulated losses for income tax purposes amounting to approximately $202,576,000 which may be carried 
forward to reduce taxable income in future years, The future tax benefit resulting from the deferral of $142,702,000 of these losses has been 
recognized in the accounts as a future income tax asset. These unused losses for income tax purposes may be claimed in years ending no later 
than 2002 to 2021 for an amount of $146,223,000 and indefinitely for an amount of $56,353,000. 


1 1 C) Change in non-cash working capital components 
iy 2001 2000 
Accounts receivable 74 (26) 
Inventories 7 (54) 
Accounts payable and accrued liabilities (16)).4 35 
65 (45) 
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Notes to Consolidated Financial Statements 


December 31, 2001 and 2000 
(tabular amounts in millions of $) 


The net amount recognized as at December 31 is detailed as follows: 
2001 2000 
Pension plans Other plans Total 


Employee future benefit asset 32 ce 
Employee future benefit liability (10) 
42 


c) The following amounts relate to plans that are not fully funded as at December 31: 


Se A 2001 2000 
Pension plans Other plans Pension plans Other plans 

Accrued benefit obligation (178) (56) (41) (52) 

Fair value of plan assets 157 = 30 = 


Funded status (deficit) (21) (56) (11) 


d) The main actuarial assumptions adopted in measuring the accrued benefit obligations and expenses as at December 31, 2001 
are as follows: 


Pension plans Other plans 

Discount fate 6.6% to 7.0% 6.6% to 6.75% 

Expected long-term rate of return on plan assets 7.0% to 8.0% = 

Salary escalation rate 2.0% to 4.5% 3.0% to 4.0% 
Rate increase in health care cost 

2000 = 8.0% to 13.0% 

Ultimately = 4.7% to 8.0% 


The discount rate used by most subsidiaries and joint ventures of the Company for the valuation of the pension plans and other plans is 6.75%. 


1  ) Commitments 


Future minimum payments under operating leases for the next years are as follows: 


Years ending December 31, 2002 28 
2003 25 

2004 19 

2005 15 

2006 13 

Thereafter 22 
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1 e Financial instruments 


The Company and some of its subsidiaries utilize a variety of derivative financial instruments to limit their exposure to foreign currency 
fluctuations and changing interest rates but do not hold or issue such financial instruments for trading purposes. 


Currency risks ~The Company is exposed to currency risks as a result of its export of goods produced in Canada, the United States, France, 
Germany, Sweden, England and Mexico. These risks are partially covered by purchases, debt service and forward exchange contracts. 

Some of the Company’s Canadian entities entered into contracts to sell forward U.S. dollars in exchange for Canadian dollars. 
As at December 31, 2001, these subsidiaries and joint ventures held forward exchange contracts with a notional amount of $116,872,000 
(2000—$179,274,000) representing an unrealized loss of $3,085,000 (2000 — unrealized loss of $782,000). 

The European subsidiaries entered into forward exchange contracts which mature in less than a year to hedge their currency risks 
resulting from sales and purchases in European currencies and U.S. and Canadian dollars. As at December 31, 2001, these contracts had an 
unrealized loss of $454,000 (2000—unrealized gain of $1,553,000) on a notional amount of $39,635,000 (2000—$40,042,000). 


Interest rate risks As at December 31, 2001, approximately 50% (2000—50%) of the Company’s long-term debt was at variable rates. 
Interest rate swaps have been contracted to fix interest at a weighted average rate of 6.94% on a notional amount of $50,200,000 (2000— 
$50,200,000). These instruments, which represent an unrealized loss of $2,450,000 as at December 31, 2001 (2000—unrealized loss of $340,000), 
expire in 2003 and 2004. 


Credit risks There is no particular concentration of credit risks due to the North American and European distribution of customers and 


the procedures for the management of commercial risks. Derivative financial instruments include an element of credit risk should the 
counterparty be unable to meet its obligations. The Company reduces this risk by dealing with creditworthy financial institutions. 


- 
1 @ Interests in joint ventures 


‘The major components of interests in joint ventures in the consolidated financial statements are as follows: 


2001 2000 
Consolidated balance sheets 
Current assets 176 183 
Long-term assets 436 361 
Current liabilities 109 83 
Long-term debt 199 190 
Consolidated statements of earnings 
Sales 653 632 
Operating income 92 110 
Financial expenses 18 20 
_ Net earnings 44 60 
Consolidated statements of cash flows 
Operating activities 92 116 
Investing activities (96) (58) 
Financing activities I (39) 
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Historical Financial Information 1992 — 2001 


(unaudited) 
For the years ended December 31 


(in millions of $, except per share amounts and ratios) 2001 2000 1999 1998 
Highlights — Consolidated Results 
Net sales 3,023 2,866 2,615 2,527 
Gost of sales and expenses 2,643 2,527 2,306 2,211 
Earnings before interest, taxes, depreciation 
and amortization (EBITDA) 380 339 309 
Amortization _ i 132 125 | 117 
Operating income 248 214 192 
Financial expenses 89 a 86 
: ae 159 123 106 
Unusual items rae 7. Mea (3) 
166 122 103 
Provision for income taxes 49 49 42 
eas e 117 73 61 
Share of results of significantly influenced companies 3 5 5) 
Non-controlling interests 2 (3) (8) 
Net earnings (loss) 120 75 58 
Net earnings (loss) per common share $1.47 $1.12 $ 0.86 
Highlights— Consolidated Cash Flow 
Cash flow from operations 249 214 192 185 
per common share $ 3.06 $ 3.20 $ 2.87 $ 2.77. 
Purchase of property, plant & equipment 122 148 128 227 
Business acquisitions 148 31 13 51 
Business disposals = 1 1 1 
Net change in long-term debt (29) 30 (40) 83 
Dividends on common shares 10 7 7 7 
per common share $ 0.12 $ 0.11 $ 0.10 $ 0.10 
Dividend yield 1.2% 1.6% 1.1% 1.3% 
Highligh — Consolidated Balance Sheet 
{as at December 31) 
Working capital 348 384 353 364 
Property, plant & equipment 1,481 1,376 1,355 1,400 
Total assets 2,754 2,637 2,436 2,485 
Total long-term debt 1,103 1,096 1,044 1,158 
Non-controlling interests 18 31 185 196 | 
Shareholder’s equity 891 776 649 618 
per common share $11.01 $ 9.60 $ 9.70 $ 9.24 ; 
Stock Market Highlights 
Shares issued and outstanding (in millions) 81.0 80.9 66.9 66.9 
Trading volume (in millions) 31.6 13:9 8.9 13.1 j 
Market capitalization 843 554 589 522 b 
Closing price (as at December 31) $10.41 $ 6.85 $ 8.80 $ 7.80 ; 
High $ 10.44 $ 10.50 $10.25 $11.30 
Low $ 6.41 $ 6.05 $ 7.50 $ 6.80 
Key Financial Ratios 
Return on equity 14% 11% 9% 8% | 
EBITDA / net sales 13% 12% 12% 13% ; 
EBITDA / financial expenses 4.3x Bh 7 bs 3.6x 3.4x 
Net funded debt / EBITDA 3.1x 3.5x 3.6x BX 
Net sales / total capitalization 1.3x 1.3x 1.3x 1.2x 
Net funded debt / total capitalization 51% 53% 54% 56% 
Price to earnings 7.1x 6.1x 10.2x 11.6x 
Price to book value 0.9x 0.7x 0.9x 0.8x 
Price to cash flow 


1997 


Historical Financial Information 1992-2001 


1995 1994 1993, 1992 

(not restated) 

2,109 2,012 2,184 1,643 1,590 857 
1,860 1,726 1,879 1,469 1,452 784 
249 286 305 174 138 73 

94 86 78 66 76 38 
155 200 227 108 62 35 
60 67 7 62 81 37 
95 133 156 46 (19) (2) 

4 32 21 10 (80) 28 

99 165 177 56 (99) 26 

32 Di: 38 18 17 2 

67 108 139 38 (116) 24 

1 (1) s eS | 1 

(9) (22) (26) (4) 57 3 

59 85 113 34 (59) 28 

$ 0.85 $ 1.37 $ 1.84 $ 0,45 $ (1.21) $0.49 
162 197 209 101 37 37 

$. 2.45 $ 3.28 $3.45 $ 1.61 $0.54 $ 0.65 
153 118 114 73 62 76 
99 = 31 6 12 242 

= 84 = 13 212 = 

188. (17) (12) (12) (204) (54) 

6 6 = 28 = a 

$ 0.10 $ 0,10 = = = di; 
1.0% 1.3% = _ = ae 
339 218 206 141 242 137 
1,314 1,114 1,145 944 888 1,057 
2,323 1,874 1,930 1,629 1,453 1,713 
1,076 690 716 561 515. 676 
208 178 192 137 119 191 
563 591 525 418 460 430 

$ 8.47 $ 8.26 $ 7.02 $ 5.13 $ 4.48 $5.70 
66.4 56.4 57.6 57.8 57.8 54.7 
32.8 33,2 18.6 30.1 18.3 13.6 
681 434 All 426 397 363 

$ 10.25 $ 7.70 $°7.13 Gar $ 6.87 $ 6.63 
$11.50 $ 8.20 $ 8.12 $8.87 $ 7.25 $ 8.63 
$ 6.45 $ 5.50 $ 6.50 $ 6.37 $ 5.00 $ 5.13 
10% 15% 24% 9% (15)% 8% 
12% 14% 14% 11% 9% 9% 

4.2x 43x 43x 2.8 1.7x 2.0x 
4.3x 2.4x 2.6% 3.5% 3.8x 10.2x 
l.1x 1.3x 1,3x 1.2x 1,3x jGibe 
54% 43% 49% 46% 43% 51% 
ee 5.6X 3.9x 16.4x n/a 13.5x 
1.2x 0.9x 1.0x 1.4x 1.5x 256 


Canada 

Calgary, Alberta 

Edmonton, Alberta 
Burnaby, British Columbia 
Castlegar, British Columbia 
Coquitlam, British Columbia 
Richmond, British Columbia 
Vancouver, British Columbia 
Winnipeg, Manitoba 
Moncton, New Brunswick 
St. John’s, Newfoundland 
Dartmouth, Nova Scotia 
Saskatoon, Saskatchewan 


Ontario 
Barrie 
Belleville 
Brampton 
Brantford 
Cobourg 
Concord 
Etobicoke 
Kitchener 
London 
Mississauga 
North York 
Ottawa 
Peterborough 
Pickering 
Red Rock 
Sault Ste. Marie 
Scarborough 
St. Mary’s 
Sudbury 
Thunder Bay 
Toronto 
Trenton 
Vaughan 


Cascades Worldwide 


Québec 
Berthierville 
Breakeyville 
Cabano 
Candiac 
Cap-de-la-Madeleine 
Drummondville 
East Angus 

Hull 

Jonquiére 
Kingsey Falls 
Lachute 

Laval 
Louiseville 
Montréal 
Notre-Dame-du-Bon-Conseil 
Québec City 
Sherbrooke 
St-Jér6me 
Vaudreuil 
Victoriaville 
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United States 


Birmingham, Alabama 
Hebron, Kentucky 

Auburn, Maine 
Leominster, Massachussetts 
Thorndike, Massachussetts 
Warrenton, Missouri 
Buffalo, New York 
Maspeth, New York 
Monticello, New York 
Niagara Falls, New York 
Rockingham, North Carolina 
Pittston, Pennsylvania 
Ransom, Pennsylvania 
Brownsville, Tennessee 
Dallas/Forth Worth, Texas 
Richmond, Virginia 
Tacoma, Washington 

Eau Claire, Wisconsin 


Mexico 
Monterrey 


Europe 

Wednesbury, England 
Blendecques, France 
Boissy-le-Chatel, France 
Chatenois, France 

La Rochette, France 

Paris, France 
Saulcy-sur-Meurthe, France 
Arnsberg, Germany 
Ronneby, Sweden 


International Sales 
Hong Kong, China 
Prague, Czech Republic 
Wednesbury, England 
Paris, France 

Krefeld, Germany 
Budapest, Hungary 
Milan, Italy 

Warsow, Poland 


OQ Head Office 
@ Plants, mills and distribution centres 
A. International sales 
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